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INTERNET TAX FREEDOM ACT/Sales Taxes on Interstate Sales

SUBJECT: Internet Tax Freedom Act . . . S. 442. McCain motion to table the Bumpers amendment No. 3677.
ACTION: MOTION TO TABLE AGREED TO, 66-29
SYNOPSIS: The Finance Committee substitute to S. 442 (both the Commerce Committee and the Finance Committee

reported versions of the bill), will ipose a 2year moratorium kgnning July 29, 1998 on certain State and local taxation of
online services and electronic commerce (the Commerce Committee substitute wamded arByear moratorium), and will
establish an advisprcommission on electronic commerce to gttlte issue and make recommendations duhiat moratorium

The Bumpers amendmentvould give States theower to order out-of-State businesses to collect and remit State and loca
sales taxes on tgible goods. An excgtion would begiven to businesses that sold less than $3 million worth of merchadise
year or that sold less than $100,000 worth of merchapéisear to residents in a State thajuieed such tax collections. A State
could reuire the collection and remittance of the exact amount due for eachuwfstlictions or could ipose a fee that would
be equal to the State sales tax and the agef the local sales taxes.

Debate was limitedybunanimous consent. After debate, Senator McCain moved to table tipe8lamendment. Genesall
those favorig the motion to tablepposed the amendment; thoggposing the motion to table favored the amendment.

Those favoringthe motion to table contended:

The Bunpers amendment would havegige States carte blanche authptib impose hge new taxes on interstate sales after
only a coyple of hours of debate. This reckless rush to tax would leave numerous unarggwestizhs. Is thproposed exermption
for small businesses set at @prapriate level? Will mail-order items errience substantial deliwedelays when the wrogtax
is conmputed ly apurchaser, makiit necessarto send more mowgebefore the item will be sent? Will this new fawve harmful
to eldery Americans, rural Americans, and others whordgortionatey rely on mail-order items? Will State or logglvernments

(See other side)
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attenpt to monitor, rgulate, orpolice Internet sales in order to collect sales taxes? Wilgtbeith in Internet commerce be
strargled when each little copany will become reponsible for knowig and enforcig evel single one of the thousands of local
sales taxes? Our coligze from Arkansas likes to dgdnow terrible it is that little mom-anpiep stores have to cquete with bg,
out-of-State mail-order cgpanies that have a cqatitive advantge because tlyedo not chage sales taxes. The reglithough,

is thatpeqole are far more likgito drive an extra block or two to a Wal-Mart, adedr or a K-Mart to save a few dollars on an item
than thg are to order it thragh the mail. We simply do not believe that our collgaes have made the case that tax avoidance is
driving thepopularity of mail-order sales, nor have yhmade the case that the "benefit" of Igfi8tates irpose new taxes will not
result in hge burdens that will goiple the mail-order indusjr The catalg industy alone has $40 billion in annual sales and
enploys more than 250,008 aple. With all due rggect, we are nagoing to risk wiping that out sirply because the Senator from
Arkansas believes that it will be an gawatter for mail-order businesses to collect sales taxes for thousands of different
governments. We will qaport further stugl of this issue but we will not vote for these new State taxes now. Therefore, vgiystron
favor the motion to table the By@rs amendment.

Those opposinghe motion to table contended:

States should have th@i to tax all of thegoods that are sold within their borders. ¥imeed revenue in order pay for
public goods like schools, law enforcement, and roads. Tipeeghe Court has ruled that States do not have aythoriter the
Commerce Cause of the Constitution to make out-of-Stat@amies that sefproducts and shithem to their residentsay sales
taxes. In an effort tget around that law, 45 States have enacted taxes ("use" taxes) that order their residents to remit the amounts
that would be due if thecould make out-of-State businesses collect sales taxes. Those taxgs,dhedifficult to enforce. Few
peqgole know that the exist, and fewpeaole have the forms, or the inclination, to send in the amounts due. bjepdacentge
of the cases, it would cost more to fill out the form pumidon the staqmmthan would be mailed to the State in use taxes. Therefore,
the situation as it now exists is that in-State firms are at gefitive disadvantge with out-of-State businesses, and States are
losing tax revenue on sales. @pass can fix thiproblem sinply by allowing States to muire out-of-State copanies to collect
all of the sales taxes due fgoods sold in-State. Our coligizes tell us that this gairement will prove to be a mhtmare for
businesses because there are so/rading jurisdictions in the United States. However, Senator Benmpetttsethat when he was
in private business his lge conputer conpary voluntarily collected angbaid all of the sales taxes due, and that it waglsito
conpute the amounts due with modern qguiter technolgy. Over $100 billion worth ofoods are soldybcatalg mail-order each
year, and States are logi#4 billion in taxes on thoggoods. Internet sales are pi#i8 billion peryear now, but ¥ theyear 2002
it is estimated that tlyewill exceed $300 billion. We need give States the ght to tax these sales. Wegarour collegues to
support the Bunpers amendment.



